REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE UWISOBOWIVU LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. ! was engaged to audit the accompanying financial statements of the Umsobomvu local 
municipality, which comprise the statement of financial position as at 30 June 201 1 , and 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting policies 
and other explanatory information, and the accounting officer’s report, as set out on 
pages ... to .... 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act, 2003 (Act No 56 of 2003) and Division of Revenue 
Act of South Africa, 2010 (Act No.1 of 2010 as amended ) (DoRA), and for such internal 
control as management determines necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa and section 4 of Public Audit Act of South Africa, my 
responsibility is to express an opinion on the financial statements based on conducting 
the audit in accordance with the International Standards on Auditing and General notice 
1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Because of 
the matters described in the Basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 


Basis for disclaimer of opinion 

Property, plant and equipment 

4. I was unable to confirm the completeness, existence, valuation and rights of assets 
amounting to R350 083 445 as disclosed in note 8 to the financial statements due to 

• an inability to trace assets selected to the asset register for completeness(ex.95, 
101 ). 

e an inability to confirm the existence and rights of assets amounting to 
R137 409 138. 

» the completeness of assets could not be confirmed as capital work-in-progress 
to an unknown amount was not recognised as assets. 

® Due to the limitation of scope on Property, plant and equipment I was unable 
obtain sufficient appropriate evidence to satisfy myself of the completeness and 
valuation of the balance of the Capitalisation reserve amounting to R237 103 as 
disclosed in the Statement of changes in net assets. 

The municipality’s records did not permit frie use of alternative procedures. 

5. 1 was unable to confirm the valuation of property, plant and equipment disclosed in note 
8 of the financial statements. The accounting records of the municipality did not penmit 
alternative procedures. As a result, I was unable to confirm the valuation of the 



correction of error amounting to R266 787 135 as disclosed in note 35 of the financial 
statements. Furthermore, due to the limitation of scope on Property, plant and equipment 
I was unable to obtain sufficient appropriate evidence to satisfy myself on the accuracy 
of depreciation disclosed in note 8 as R28 018 065 (2009/10: R27 571 907). 


Revenue 

6. I was unable to satisfy myself as to the completeness of revenue from service charges 
disclosed as R30 300 090 in note 23 of the financial statements due to meter readings 
per the underlying records not agreeing to the captured meter readings and revenue per 
the financial statements as \a« 1I as Incorrect tariffs. This resulted in an understatement of 
R6 771 928. The accounting records of the municipality did not enable me to perform 
alternative procedures. 

7. Revenue from service charges disclosed as R30 300 090 in note 23 of the financial 
statements was understated by an amount of R581 946. This is due to inaccurate meter 
readings for water and electricity, refuse and sewerage removal. 

8. Revenue from property rates disclosed as R3 819 840 in note 21 of the financial 
statements was overstated by an amount of R359 511. This is due to incorrect property 
values used in the charging of property rates. 

irregular expenditure 

9. I was unable to confirm the completeness of irregular expenditure due to the detection of 
undisclosed irregular expenditure amounting to R2 168 1 13. This is due to: 

• supply chain management regulations not being followed by obtaining a 
sufficient number of verbal or written quotations or following a competitive 
bidding process - this amounts to R645 518. Furthermore, the interest 
declarations by suppliers for expenditure amounting to R1 522 595 was not 
obtained by the municipality. 

Non-current liabilities 

10. Employee related cost and Provision for long service award was understated by an 
unknown amount due to the municipality not recognising a provision for the long service 
award as required by IAS 19, Employee Benefits. It was not practicably possible to 
determine the extent of the understatement. 

Accumulated surplus 

11. In 2008/09, the municipality could not provide sufficient appropriate evidence to support 
revenue amounting to R4 685 122. There were no satisfactory alternative audit 
procedures to obtain reasonable assurance as to valuation, completeness, existence 
and classification of the current year opening balance of accumulated surplus. 
Consequently, I did not obtain sufficient appropriate evidence to satisfy myself of the 
completeness and valuation of the opening balance of receivables of the same amount. 
The lack of documentation of the municipality did not allow me to perform alternative 
procedures. 

12. The municipality did not provide sufficient appropriate audit evidence to support an 
amount of R4 825 658 relating to Prior Year VAT Appropriation. This amount has also 
been incorrectly disclosed in the statement of net changes in assets. The accounting 
records of the municipality did not permit the use of alternative procedures. 

Cash Flow Statement 

13. Presentation of a cash flow statement, summarising the entity's operating, investing and 
financing activities, is required by the SA Standards of GRAP 2, Cash flow statements. 
The accuracy of the cash flow statement for the prior year could not be confirmed as it 
could not be accurately balanced. The municipality was not able to correct these errors. 



Disclaimer of Opinion 

14. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on these 
financial statements. 

Emphasis of matters 

15. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Financial sustainability 

16. Note 45 to the financial statements indicates the following conditions that indicates the 
existence of a material uncertainty that may cast significant doubt on the entity’s ability to 
continue as a going concern; 

e The current ratio is 0.8:1 {2009/10; 0.7:1). 

• The average debtors payment days increased to 186 days from 164 days in 
the prior year. 

• A bank overdraft facility is utilised amounting to R693 583. 


Significant uncertainties 

17. The municipality has three active landfill sites of which one landfill site is not licensed as 
required by the National Environmental Management; Waste Act, 2008 (Act No. 59 of 
2008). The ultimate outcome of the matter cannot presently be determined. A contingent 
liability has been disclosed in note 44 of the financial statements. 

Restatement of corresponding figures 

18. As disclosed in note 35 to the financial statements, the corresponding figures for 
Accumulated Surplus, Assets and Accumulated Depreciation for 30 June 2010 have 
been restated as a result of the adoption of GRAP 12 Inventory, GRAP 17 Property, 
plant and equipment. GRAP 16 Investment Property and GRAP 102 Intangible Assets. 

Unauthorised expenditure 

19 . As disclosed in note 38.1 to the financial statements, the municipality incurred 
unauthorised expenditure of R28 464 652 (2009/10: R570 400) as a result of exceeding 
the limits of the different votes in the approved budget. 

Material losses/impairments 

20. As disclosed in note 30.1 to the annual financial statements a significant impairment of 
trade receivables from exchange transactions was recognised which amounts to 
R3 943 805 (2009-2010: R42 907 158). 

21. As disclosed in note 4 to the financial statements, a significant provision for the 
impairment of trade receivables from exchange transactions was created amounting to 
R25 922 691 (2009-2010: R42 730 361) which constitutes 60% of the total trade 
receivable from exchange transactions balance as disclosed in note 4 of the financial 
statements. 

Additional matter 

22. } draw attention to the matters below. My opinion is not modified in respect of this matter: 



Material inconsistencies in other information included in the annual report 

23. ! have not obtained the other information included in the annual report and have not 
been able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

24. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express and opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

25. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, 1 Include below my findings on the 
annual performance report as set out on pages XX to XX and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 


26. ! was unable to conduct the audit of performance against predetermined objectives as 
the municipality did not submit the annual performance report as required by section 46 
of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and 
section 121(3)(c) of the MFMA. 


Compliance with laws and regulations 

Strategic planning and performance management 

27. The municipality did not adopt a framework that describes and represents how the 
municipality's cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 
41 of the Municipal Systems Act and Municipal Planning and Performance Management 
Regulations 7 and 8 of 2001 . 

28. The key performance indicators did not include any general key performance indicators 
applicable to the municipality, as prescribed in terms of section 43(1) of the MSA. 

29. The integrated development plan did not include the key performance indicators and 
performance targets determined according to any performance management system, as 
required by sections 25(i) and 41(1) (b) of the MSA and regulation 21 of the Municipal 
Planning and Performance Management Regulations. 2001, 

30. The annual performance report could not be obtained, consequently 1 was not able to 
confirm whether the annual performance report contain a comparison of the performance 
of the municipality and of each external service provider with development priorities, 
objectives and performance indicators set out in its integrated development plan contrary 
to the requirements of section 46 of the MSA. 

Budget 

31. The municipality incurred expenditure Incurred expenditure in excess of the limits of the 
amounts provided for in the votes in the approved budget, in contravention of section 15 
of the Municipal Finance Management Act 

Financial Statements and the annual performance report 

32. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements in Grants and subsidies, Funds and reserves, expenditure, depreciation 



on assets, contingent liabilities, commitments and cash flow statements were 
subsequently corrected, but the uncorrected material misstatements resulted in the 
financial statements receiving a qualification of the audit opinion. 


Audit Committees 

33. The audit committee did not function as required by section 166 of the Municipal Finance 
Management Act, in that: 

The audit committee did not advise the council or the management staff of the 
municipality on matters relating to internal financial control and internal audits, risk 
management, accounting policies, performance management, effective governance, 
compliance with applicable legislation and performance evaluation 

• The audit committee did not review the annual financial statements; 

• The audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report 

• The audit committee did not consist of at least three persons with appropriate 
experience: 

• The audit committee did not meet at least four times a year. 

Human Resource Management 

34. A signed performance agreement as required by section 57(1 ){b) and section 57(2)(a) of 
the Municipal Systems Act for senior managers directly accountable to the Municipal 
Manager was not submitted for audit. 


Procurement and contract management 

35. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of SCM regulation 17(a) and (c). 

36. Quotations were accepted from prospective providers who are not on the list of 
accredited prospective providers and do not meet the listing requirements prescribed by 
the SCM policy in contravention of SCM regulation 16(b) and 17(b). 

37. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids 
as per the requirements of SCM regulation 19(a) and 36(1). 

38. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services as per the 
requirements of SCM regulation 27(2)(a). 

39. Sufficient appropriate audit evidence could not be obtained that awards were to 
providers based on criteria that were similar to those stipulated in the original bid 
documents and/or were stipulated in the original bid documents] as per the requirements 
of SCM regulation 21(b) and 28(1). 

40. Sufficient appropriate audit evidence could not be obtained that invitations for 
competitive bidding were advertised for a required minimum period of days as per the 
requirements of SCM regulation 22(1) & 22(2). 

41. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of 
the municipality as required by SCM regulation 27(3). 

42. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by 
bid evaluation committees which were composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipality as 
per the requirements of SCM regulation 28(2). 



43. Sufficient appropriate audit evidence could not be obtained that final awards and/or 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted as per the requirements SCM regulation 29(2). 

44. Contrary to SCM Reg 13(c), awards were made to suppliers without the required interest 
declarations being furnished. 

45. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state as per the requirements 
of Municipal SCM regulation 13(c). 

46. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 116(2)(b) of the MFMA. 

47. The contract performance measures and methods whereby they are monitored were 
insufficient to ensure effective contract management as per the requirements of section 
116(2)(c) of the MFMA. 

48. Sufficient appropriate audit evidence could not be obtained that construction contracts 
were awarded to contractors that were registered and qualified for the contract in 
accordance with the prescripts of the Construction Industry Development Board. 


Expenditure management 

49. The accounting officer did not take reasonable steps to prevent unauthorised or irregular 
expenditure as required by section 62 (1)(d) of the MFMA. 

Asset management 

50. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which accounts 
for the assets of the municipality as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

51. The accounting officer did not take all reasonable steps to ensure that the municipality 
maintained an effective system of internal control for assets as required by section 63 
(2)(c) of the MFMA. 


Unauthorised, irregular, fruitless and wasteful expenditure 

52. The accounting officer did not comply with MFMA S32 (4) by submitting to the parties 
concerned the report of the unauthorised, irregular, fruitless and wasteful expenditure. 

INTERNAL CONTROL 

53. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for [qualified/adverse/disclaimer of] opinion, the findings on the 
annual performance report and the findings on compliance with laws and regulations 
included in this report. 


Leadership 

54. Management did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related internal controls. 



55. Management did not establish and communicate policies and procedures to enable and 
support understanding and execution of internal control objectives, processes and 
responsibilities. 

56. Management did not develop and monitor the Implementation of action plans to address 
internal control deficiencies. 

Financial and performance management 

57. Management did not implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to support 
financial and performance reporting. 

58. Management did not implement controls over daily and monthly processing and 
reconciling of transactions 

59. Management did not prepare regular, accurate and complete financial and performance 
reports that are supported and evidenced by reliable information. 

60. Management did not review and monitor compliance with applicable laws and 
regulations. 

Governance 

61. Management did not implement appropriate risk management activities to ensure that 
regular risk assessments, including consideration of IT risks and fraud prevention, are 
conducted and that a risk strategy to address the risks is developed and monitored. 

62. Management did not ensure that the audit committee promotes accountability and 
service delivery through evaluating and monitoring responses to risks and providing 
oversight of the effectiveness of the internal control environment, including financial and 
performance reporting and compliance with laws and regulations 



17 February 2012 



AUDITOR-GENERAL 
SOUTH AFRICA 


Audill'ng to build public confidence 



